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The objective of risk management is the reduction of 
the adverse effects of risks at a minimum cost through their 
identification^ measurement, and control. The combination of 
protection and cost chosen should be based on the best data available 
and designed for a school's unique need. Risk management involves (1) 
discovery or identification, (2) measuring possible losses, (3) 
choosing the best alternative solution to the problem, and (4) 
implementing the decision. Alternative solutions usually involve risk 
avoidance or risk retention. Risk of large losses may be insured, 
(Author/JF) 
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Risk Management and Retention is an interesting and practical 
topic. It is one that all of us in school business managen^ent have 

CD 

*^ found TtOre time consuming in recent years, 
• O 

) 1^ A risk is con'ononly defined to mean the chance of loss, or the 

O 

doubt that a person may have, concerning the future outcome of a 

UJ 

given situation. 

All Business Managers, v/hether from large or small districts, 
recognize the serious consequences that may result from unexpected 
losses. They must constantly be alert to ways of securing the as- 
sets of their district through sound economic decisions. 

Risk management is a relatively new term and may be defined 
as the reduction of the adverse effects of risks, at a minimum cor-jt, 
through their identification, measurement', and control. The approach 
of each district is unique because of, not only the size of trie dis- 
trict, but because of a variety of other local factors. 

The theories and practices of risk raanagement are too extensive 
for our program today. I do think that it may be important, how- 
ever, to mention some general guidelines in making decisions in 
^ this area, 

^ 

^ !• Risk discovery or identification is the first and, 

^ perhaps, the most difficult decision of the ad- 

O ministrator. Although most of you are aware of 

^ your exposure to risks, these are changing times 

and your insurance representative, v;ho is a pro- 
fessional risk analyst, may be most helpful to 
you in the identification of new risks. 
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2. Moasureraent of the possible loo;:;cs associated with 
the risks identified is the second step. Your 
measurement should include the possibility or 
chance that the losses will occur, the impact the 
losses would have on the financial affairs of your 
district should they occur, and an estimate of 
the portion of the possible losses that will act- 
ually occur during the budget period, 

3. Once the risk is identified and iVicasured, the 
various alternatives and solutions, or tools 
of risk management, should be considered and 
decisions made v;ith respect to the best com- 
binations of tools to be used in attacking the 
problem. ^ 

4. After deciding among the alternative methods of 
risk treatment, the Board and the Administration 
must establish means for effectively implement- 
ing the decision made. 

One of the alternative methods of risk treatment that might b 
used in dealing with possible exposures v/culd be first to simply 
avoid the risk altogether. This method obviously has severe lim- 
itations because a choice is seldom possible. However, avoiding t 
risk may be both possible and desirable, ivhen the risk cannot be 
avoided, other methods of handling the risk are necessary. One cf 
the most coromon methods is retention by the school district itself 

Retention may be either active or passive. Many districts mc. 
be passively retaining some property and liability risks, because 
they have either failed to recognize the*a, or have chosen to ignore 
them. \\^en the decision is made to pay potential losses from dis- 
trict resources, the retention of risk is considered to be active. 

This tool of risk management shoul'i be considered only when 
one or more of the following conditions exist: (1) It is impos- 
sible to transfer the risk or to prevent the loss from occurrinc. 



(2) The naximun: possible loss, or if coi-iGorvativoly valued, the 
maximuixi probable loss is so small thac the district can safely ab- 
sorb it in the current operating budget or from a small reserve. 

(3) The district controls so many separate, homogeneous exposure 
units that it can predict fairly v/ell its losses. The Board and 
the 7-vdministration must be willing to accept the risk of some bad 
years if retention is their choice. 

Of course, there are arguments both for and against retention 
Some say that part of the cost of transferring the risk may be a- 
voided if the risk is retained (i.e.: costs for sellirig,. less pre- 
vention services, general ad:iainistration, estimates of losses and 
adjustments, caxes, ' prof its and contingencies). 

On the other hand, a district does not avoid all of these cos 
Estimates of possible losses and loss adjustments, loss prevention 
and reduction activities, and others, must be undertaken by dis- 
trict personnel or through an independent agency by contract. In 
addition, it may be wise to protect the district against unu::3ually 
large lessees through the purchase of excess insurance, the cost of 
wliich could not be avoided. Basically, then, many of the possible 
savings may disappear on close examination. 

If the district has better-than-average loss experience, re- 
tention vaay be feasible since insurers may often fail to recogni^:e 
adecxuately your good loss experience. It is, however, true that 
largo districts are eligible for various pricing methods, sovae of 
which may base the premium rate, at least in part, on the discricv: 



A district that decides to retain soii:\e risk may plan to treat 
losses, if they occur/ as current operating expenses; or there n\ay 
be periodic payments to a special reserve out of which losses may 
be paid. In recent years, increased fluctuations in losses have 
created an unstab.lo situation. The establishment of a special re- 
tention fund for larger losses may help to stabilize the costs fro;vi 
one fiscal year to the next 

Finally, in conclusion, it is iraportant to point out that the 
objective of risk raanagement is to achieve the optimura conbinaticn 
of protection and cost. The combination you choose should bo br.nod 
on the best available data to you, and designed for your unique 
needs . 

F, Brown RSBO 
Presented at 

Risk Management Discussion Group 
58th Annual ASBO Meeting 
Chicago, Illinois 
October 23, 1972 
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